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Terminology Department
Conducted

Special Committee on Terminology
American Institute of Accountants

by the

of the

The special committee on terminology submits the following tentative
definitions for consideration and criticism. Comments from readers will be
welcome. Letters may be addressed to the committee in care of The Jour
nal of

Accountancy.

SURPLUS—APPRAISAL:
The assets of an enterprise, particularly the fixed assets, may be carried on
the books at values far above or far below actual present values; due to the
general fall in the value of monetary units in recent years assets purchased
many years ago are likely to be carried at values incommensurate with present
prices. To rectify this condition it is common to have values fixed by appraisal;
if the values so fixed exceed the book values and are substituted therefor there
is brought into existence an apparent surplus. This is the appraisal surplus.
In so far as it represents only the diminished value of a monetary unit and
not an increase in the economic value of the assets the appraisal surplus should
be treated as a part of the permanent capital, not to be depleted by credits to
operations or to reserve accounts.
It sometimes happens that part of the increase is due to a rectification of
former depreciation provision in excess of that needed to cover actual deterio
ration; any surplus demonstrably arising in this way is only a correction of
former profit accounts and may be added to current surplus.
SURPLUS—APPROPRIA TED:
Part of a surplus set aside for some specific purpose, such as retirement of
preferred stock or of obligations, or for the extension of permanent plant.
Such appropriated amounts remain part of the surplus unless they are formally
transferred to capital account.

SURPLUS—BOOK:
The surplus as shown by the books without correction for understatement or
overstatement of assets and liabilities.
SURPLUS—CAPITAL:
Surplus not arising from profits of operation but from such sources as sale of
capital stock at a premium, profit on dealings in a corporation’s own stock,
donated stock, appraisal valuations and surplus shown by the accounts at
organization. Capital surplus should not be depleted by any credit to opera
tions; it may properly be the basis of a stock dividend.

SURPLUS—CONTRIBUTED:
This is a capital surplus arising from contributions by stockholders or others.
Such surpluses are unusual; a surplus arising from assessment on stockholders
is a capital surplus but not a contributed surplus.
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SURPLUS—CORPORATE:
The surplus of a corporation.

SURPLUS—CURRENT:
The surplus from which dividends may be paid. It is derived from profits of
a business, including all realized profits whether ordinary or extraordinary
profits, but excludes capital and appraisal surplus.
SURPLUS—EARNED:
Surplus derived from the profits of a business.
surplus.

Does not differ from current

SURPLUS—FREE:
Surplus that has not been appropriated for any specific purpose, and out of
which no dividends have been declared and remain unpaid.
SURPLUS—NEW
SURPLUS—OLD
When a corporation undergoes a reorganization, it frequently happens that
a surplus existing before reorganization is treated as a capital or quasi-capital
item, profits after the reorganization being carried to a new account. Hence
the terms “new” and “old” surplus. These terms are of little value and have
not an established technical meaning.
SURPLUS—PAID-IN:
Upon the formation of many corporations, especially those engaged in
banking, an amount in excess of the face value of the capital stock is paid for
their stock. The excess is paid-in surplus. It may be paid-in either in money
or in assets.

SURPLUS—RESERVED:
A part of the surplus set aside for some specific purpose, such as a “general
reserve.” It is, in fact, still a part of the surplus.
SURPLUS—UNAPPROPRIATED ]
SURPLUS—UNCOMMITTED
SURPLUS—UNENCUMBERED
:
SURPLUS—UNRESERVED

That part of surplus that has not been set aside for any specific purpose but
remains available for any purpose to which surplus may be applied.
VALUE—ACTUAL:
Not a precise term. It means real value as distinguished from a value shown
by books or records.
VAL UE—APPRAISED:
A value estimated by appraisers on physical examination of assets, usually
fixed assets.

VALUE—ASSAY OFFICE:
Value of metals or ores in respect of the bullion content as shown by assay.
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VALUE—ASSESSED:
A value set upon real estate by government assessors for the purpose of
assessing taxes. Such taxes are computed as a percentage of the values of the
properties and the values used for assessment are intended to be a fair but
conservative estimate of the price for which the property could be sold. In
some districts assessed values are fixed at some percentage of estimated sale
value (less than 100%) the same percentage being applied to all property
subject to the same tax.
VALUE—BOOK:
Value as shown by books, not corrected for any understatements or over
statements.

VAL UE—BREAK- UP:
The amount which could be obtained for assets at forced sale and upon
discontinuance of their use in a business.
VAL UE—BULLION:
The value of ores or metals in respect of the content of gold and silver.

UE— CARRYING:
Val
Where stocks are pledged for loans the amount that will be advanced by
banks on their security is a percentage—about 80%—of their value; this value,
however, is not necessarily the market quotation, but a more conservative
value fixed by the lending banks and called the carrying value. The difference
between market and carrying value is greatest in the case of highly speculative
securities, especially in an excited market.
VALUE—DEPRECIATED:
The residual value of assets that have lost part of their original value by
reason of wear and age; technically, original value less accrued depreciation.
This term does not distinguish between book and actual value of assets, but
indicates only that the value given is after deducting a provision for deprecia
tion; the question whether the value given is based on cost, appraisal, or
estimated reproduction cost (in each case less a provision for depreciation)
must be covered by further explanation.

VAL UE—EARNING-CAPACITY:
In valuing a going concern, or shares of its stock, it has been reasoned that
there is no intention to liquidate its assets and that the only return hoped for
is the profit to be made and presumably distributed in future. Accordingly,
values have been estimated on the basis of the present value of a permanent
annuity of the amount of the earning capacity as shown by past experience,
discounted at some rate depending upon the estimated probability of the con
tinuance or growth of the earnings. In such computations the value of the
tangible assets has no influence except as it may be thought to throw light on
the prospect of continued profit. The value so found is the earning-capacity
value. It was one of the alternate methods used by the U. S. government in
computing the value of capital stock for the purposes of the capital-stock-tax
law. Although logically correct its computation is so dependent upon personal
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views and opinions that the results in varying hands are often widely divergent.
Stock-market prices are largely based on such estimates of values.

VALUE—FACE:
Value of bonds, stocks, mortgages and similar securities as set forth in the
documents themselves.

VALUE—FAIR MARKET:
A term used in income-tax law, meaning the probable value that would be
fixed by a willing buyer and a willing seller.
VAL UE—FORCED-SALE:
Value that could be obtained if the asset under consideration were sold at
once for whatever price could be obtained.

VALUE—FORECLOSURE:
Not an established technical term.

VALUE—GOING:
Value of assets that are now in commercial use, estimated with the pre
sumption that the use is to be continued.
VAL UE—INSURANCE
VALUE—INSURABLE
The value for which any property may be insured.
VAL UE—INTANGIBLE:
A value based upon considerations other than the intrinsic value of tangible
assets. Goodwill, trade-marks, rights-of-way, are examples of assets having
intangible values.

VALUE—INTRINSIC:
Value based upon tangible assets, including only their value when separated
from any special intangible value that may attach to them in respect of their
present use.
VALUE—JUNK:
Residual value of the old materials when physical assets are completely
discarded and broken up.
VALUE—LIQUIDATION:
Value that can be obtained upon liquidation of a business and sale of its
assets.
VALUE—MARKET:
Value computed on the basis of market quotations. Applicable only to
securities and to staple products that are currently quoted, such as steel,
wheat, rubber, coffee.
VALUE—NUISANCE:
This is not a true value, but is the amount that some one other than the
owner of a property will pay for it, not for it’s own sake but because in its
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present hands it is an annoyance or is actually damaging to the prospective
buyer.

VALUE—ORIGINAL COST:
The amount paid for an asset by its present owner, including the cost of
subsequent betterments and without any deduction for depreciation. Ordi
nary repairs and maintenance are not part of original cost.
VALUE—REPRODUCTION:
A value estimated on the basis of cost of reproduction at present prices; it
means the cost of reproduction less a depreciation provision corresponding to
the proportion of original value that has been lost through wear and age.
VALUE—REPRODUCTION-COST:
The amount that it would cost to reproduce an asset at the present time,
with no deduction therefrom in respect of depreciation that may have been
suffered.
VALUE—RESIDUAL:
The value remaining after the usefulness of an asset has been partly ex
hausted. Such assets as stereotype plates for books that have been issued in one
or more editions, and moving-picture negatives that have been partly exploited,
have residual values that are not referable to their physical condition, but to
the extent to which they may profitably be used in the future.

VALUE—SALES:
This term is applied to value placed upon merchandise, computed at selling
prices. Where costs are not available, as in the case of merchandise on the
shelves of some department stores, inventories are valued at selling prices and
an amount deducted from the total that is equivalent to the percentage of gross
profit usually made on sales. As the selling prices used are partly markeddown prices this procedure makes due allowance for deteriorated goods without
the labor of tracing each cost price and adjusting it for obsolescence and
damage.
VALUE—SCRAP:
See “Value—junk.”
VALUE—SOUND:
A term used by appraisers, meaning present reproduction cost less accrued
depreciation.

VALUE—SURRENDER:
A term applied to the amount recoverable from an insurance company upon
the surrender of a policy before its date of expiration.

VALUE—TANGIBLE:
Value represented by tangible assets, excluding goodwill, trade-marks and
similar assets.
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